s 

354.3 

L72DNR 

1980 


\^$V 


STATE  B«i»Mm«It«  MLLECTIOM 
APR  1U1990 

MONTANA  STAlt  LibKARY 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59620 


STATE   OF   MONTANA 

OFFICE   OF    THE    LEGISLATIVE    AUDITOR 

Report  on    Examination  of   Financial   Statements 
Fiscal   Year   Ended   June  30,    1980 

DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


Of 


OFFICE    OF   THE    LEGISLATIVE    AUDITOR 

STATE   OF    MONTANA 
•TATC  CAPITOL         •         HELENA 


STATE   OF    MONTANA 

OFFICE   OF   THE    LEGISLATIVE    AUDITOR 

Report  on    Examination  of   Financial   Statements 
Fiscal   Year   Ended   June  30,    1980 

DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


Office  of  the   Legislative  Auditor 
80-8  Room   135,    State  Capitol 

Helena,    Montana     59620 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

Montana  State  Library 


http://www.archive.org/details/departmentofnatu1980mont 


TABLE   OF   CONTENTS 

Page 

Appointive  and  Administrative  Officials  iii 

Summary  of  Recommendations  iv 

Comments  ' 

Introduction  ' 

Background  ' 

Internal   Control  ^ 

Water  Projects  2 

General  ^ 

Administrative  Costs  3 

Unrecorded  Accounts   Receivable  4 

Expenditure  Accruals  4 

Energy  Grants  ^ 

Tongue   River  Dam  ^ 
USPS   Fire   Protection 
Centralized   Services 
Indirect  Costs 


Expenditure  Abatements  7 

Personal   Service  Contracts  8 

Renewable   Resource  Development  Program  9 

Internal   Control  10 

Compliance  with   Federal   Law  and   Regulations  11 

Auditor's  Opinion  13 

Financial   Statements 

Combined   Balance  Sheet  -   All    Fund   Types 

June  30,    1980  15 


TABLE  OF   CONTENTS   (Continued) 

Page 

Combined  Statement  of   Revenues,    Expendi- 
tures,   and   Changes   in   Fund   Balances   - 
Budget  and  Actual   -   General   and  Special 
Revenue   Fund   Types,    For  the   Fiscal   Year 
Ended  June  30,    1980  16 

Combined  Statement  of  Revenues,    Expendi- 
tures,   and   Changes   in    Fund   Balance,    Debt 
Service   Fund,    For  the   Fiscal    Year   Ended 
June  30,    1980  17 

Notes  to  the   Financial   Statements  18 

Schedule  of  Federal   Grant  Receipts  27 

Agency   Reply  28 


APPOINTIVE  AND  ADMINISTRATIVE  OFFICIALS 

MONTANA  DEPARTMENT  OF  NATURAL 
RESOURCES  AND  CONSERVATION 


BOARD  OF  NATURAL  RESOURCES  AND  CONSERVATION 


Term   Expires 

Gordon   Holte,    Chairman 

Outlook 

1983 

William   H.    Bertsche 

Great   Falls 

1983 

J.    Viola   Herak 

Charlo 

1983 

Charles   L.    Hash 

Kalispell 

1985 

Land    Lindbergh 

Greenough 

1985 

Richard   Spaulding 

Billings 

1985 

Cecil   Weeding 

Jordan 

1985 

BOARD  OF  OIL  AND  GAS  CONSERVATION 


Richard   A.    Campbell, 

Chairman 
Paul   C.    Bunn 
John  M.    Sheehy 
Carl   J.    Iverson 
H.V.    "Ted"   Nees 
Robert  Penner 
Bernt  Ward 


Billings 

Havre 

Big  Sandy 

Shelby 

Billings 

Wolf  Point 

Plentywood 


1983 
1983 
1983 
1985 
1985 
1985 
1985 


Leo   Berry 
John   Armstrong 
Ole   Ueland 
William   Gosnell 
Randall    F.    Moy 
Gary   Brown 
Charles   G.    Maio 


ADMINISTRATIVE   OFFICIALS 

Director 

Administrator,    Centralized   Services 

Adminstrator,    Conservation    Districts 

Administrator,    Energy   Division 

Administrator,    Facility  Siting   Division 

Acting   Administrator,    Forestry   Division 

Administrator,    Oil   and   Gas   Conservation 
Division 


Gary    Fritz 


Administrator,    Water   Resources   Division 


SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  reply  of  the  Department  of  Natural  Resources  and  Conser- 
vation  is   included   in  the  back  of  this   report. 
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1.  Bill   the  water  user  associations  for  the 
administrative  costs   incurred    relating   to 

the  water  projects.  3 

Agency   Reply:  Concur.      See  page  29. 

2.  Record  and  maintain  all   accounts   receivable 

on   SBAS.  4 

Agency   Reply:  Concur.      See  page  29. 

3.  Accrue  valid  obligations   in   accordance  with 
generally  accepted  accounting   principles  and 

state  accounting   policy.  6 

Agency   Reply:  Concur.      See  page  30. 

4.  Comply  with   state  policy  by   reimbursing  the 

proper  funds  for  the  indirect  costs.  7 

Agency   Reply:  Concur.      See  page  30. 

5.  Properly   record  all   expenditures  and   revenues.  8 
Agency   Reply:             Concur.      See  page  30. 

6.  Comply  with   state  policy  for  personal 

service  contracts.  9 

Agency   Reply:  Concur.      See  page  30. 

7.  Ensure  the   RRD  money   is  accounted  for  in 

the  proper  fund.  10 

Agency   Reply:  Concur.      See  page  31. 

8.  Implement  procedures  to  correct  the  above 

internal   control   weaknesses.  10 

Agency   Reply:  Concur.      See  page  31. 


COMMENTS 
INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Montana 
Department  of  Natural  Resources  and  Conservation  for  the  fiscal 
year  ended  June  30,  1980.  The  objectives  of  the  audit  were  to: 
(1)  determine  if  the  department's  financial  statements  present 
fairly  its  financial  position  and  results  of  operations  for  the  fiscal 
year  ended  June  30,  1980;  (2)  determine  if  the  department  com- 
plied with  applicable  rules  and  regulations;  and  (3)  make  recommen- 
dations for  the  improvement  in  the  management  and  internal  con- 
trols of  the  department. 

We   thank   the   department   officials  and   staff  for  their  coopera- 
tion and  assistance  during  our  audit. 
BACKGROUND 

The  Legislature  created  the  Department  of  Natural  Resources 
and  Conservation  by  the  Executive  Reorganization  Act  of  1971.  On 
July  1,  1976,  the  department  consolidated  its  previous  13  programs 
into  6  major  programs.  These  programs  consist  of  centralized 
services,  oil  and  gas  regulation,  resource  districts,  water  resources, 
forestry  resources,  and  energy  planning.  During  fiscal  year  1980, 
the  facility  siting  activities  were  removed  from  the  energy  planning 
program  making  a  total  of  seven  programs  at  June  30,  1980. 
INTERNAL   CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  department's  system  of  internal  accounting  control  to  estab- 
lish a  basis  for  reliance  thereon  in  determining  the  nature,  timing, 
and    extent   of   other    auditing    procedures    necessary    for   expressing 


an    opinion    on    the    financial    statements    and    to    assist    in    planning 
and   performing  our  examination  of  the  financial    statements. 

The  objective  of  internal  accounting  control  is  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition,  and  the 
reliability  of  financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets.  The  concept  of  reason- 
able assurance  recognizes  that  the  cost  of  a  system  of  internal 
control  should  not  exceed  the  benefits  derived  and  also  recognizes 
that  the  evaluation  of  these  factors  necessarily  requires  estimates 
and  judgments  by  management. 

Our    examination    would    not    necessarily    disclose  all   weaknesses 
in    the    system    of    internal    accounting    control    because    it    was    based 
upon    selective    tests    of   accounting    records    and    related    data.      Our 
tests    did    not    disclose    any    material    weaknesses    in    internal   control. 
However,    those    internal    control    weaknesses    identified    during    the 
audit  which   warrant  management's  attention   are  described   in   various 
sections  of  this   report. 
WATER    PROJECTS 
General 


The  legislature  created  the  State  Water  Conservation  Board  in 
1933.  The  board  was  charged  with  the  coordination,  construction, 
operation,  and  maintenance  of  a  statewide  system  of  water  pro- 
jects. The  board  designed  these  projects  to  conserve,  develop, 
store,  distribute,  and  utilize  the  water  of  the  state.  The  projects 
provide  irrigation  in  addition  to  flood  control,  fire  protection,  fish 
and    wildlife    habitat,    recreation,    and    other   domestic    and    industrial 


Presently,  the  department  administers  35  active  water  pro- 
jects. Of  the  35  active  water  projects,  15  were  financed  primarily 
through  the  sale  of  revenue  bonds.  These  are  called  bonded 
projects.  The  remaining  20  projects  were  financed  with  both  state 
and  federal  funds.  The  department  has  contracts  with  local  water 
user  associations  to  recover  the  state  investment  in  these  projects. 
Administrative  Costs 

The  department  did   not  receive  reimbursement  for  approximately 
$165,000    in    expenditures    for   a   variety   of   administrative   functions 
applicable    to    the    user    association    activities.       These    expenditures 
are    for    bookkeeping,     data     processing,     engineering,     inspections, 
and   hearings. 

Section  85-1-211(2),  MCA,  requires  the  department  to  fix  and 
establish  the  prices  in  the  water  user  association  contracts  with 
the  state  so  as  to  provide  funds  sufficient  to  pay  all  costs  of 
operation.  The  administrative  expenditures  are  costs  of  operation 
and  should  be  included  in  the  water  user  association  contract 
rates.  Currently  these  expenditures  are  funded  by  the  general 
fund. 

RECOMMENDATION   #1 

WE  RECOMMEND  THE  DEPARTMENT  BILL  THE  WATER  USER 
ASSOCIATIONS  FOR  THE  ADMINISTRATIVE  COSTS  INCURRED 
RELATING   TO   THE   WATER    PROJECTS. 


Unrecorded   Accounts   Receivable 

The    department    did    not    record    all    of    the    water    project    ac- 
counts     receivable     on     the     Statewide     Budgeting     and     Accounting 
System   (SBAS).      This   resulted   in   General    Fund   accounts   receivable 
being     understated     by    approximately    $3,841,000    on     the    June  30, 
1980  general    ledger. 

The  department  should  include  this  information  in  its  formal 
accounting  records  to  provide  adequate  financial  information  for 
making  management  decisions  and  to  ensure  proper  disclosure  on 
the  department's  financial   statements. 

The  department  adjusted  the  accompanying  financial  statements 
to  correct  these  misstatements. 

RECOMMENDATION   #2 

WE      RECOMMEND      THAT      THE      DEPARTMENT      RECORD     AND 

MAINTAIN    ALL   ACCOUNTS    RECEIVABLE   ON    SBAS. 

EXPENDITURE   ACCRUALS 
Energy  Grants 

Renewable  Resources  Energy  Grants  have  not  been  accrued 
since  the  program's  inception  in  fiscal  year  1976-77.  In  fiscal  year 
1979-80,  after  a  personnel  change,  the  department  discovered  this 
error  and  attempted  to  correct  it.  Since  the  prior  years'  appropria- 
tions had  reverted,  they  could  not  fully  correct  the  error  which 
resulted  in  the  department's  June  30,  1980  Earmarked  Revenue 
Fund  expenditures  and  accruals  being  overstated  by  approximately 
$218,000     and     $52,000,      respectively.        These    contracts     represent 


legal  liabilities  of  the  state  and  according  to  generally  accepted 
accounting  principles  and  state  accounting  policy  should  be  ac- 
crued. 

Tongue   River  Dam 

The  department  did  not  accrue  $75,000  in  the  Federal  and 
Private  Revenue  Fund  for  Tongue  River  Dam  repair  expenditures, 
understating  fiscal  year  1979-80  expenditures.  These  unanticipated 
costs  were  incurred  near  the  end  of  fiscal  year  1979-80  on  the 
Tongue  River  Dam  repair,  the  department  did  not  have  the  appro- 
priation authority  to  pay  these  costs.  The  department  did  not 
submit  a  timely  request  for  a  budget  amendment  and  these  costs 
were  improperly  paid  from  the  General  Fund  in  fiscal  year  1980-81. 
A  budget  amendment  should  have  been  submitted  in  fiscal  year 
1979-80  to  allow  the  department  to  accrue  the  expenditures  in  the 
proper  year  and  fund.  The  department  received  an  amendment  in 
fiscal  year  1980-81. 
USFS   Fire   Protection 

The  United  States  Forest  Service  (USFS)  fire  protection 
payment  of  $105,700  was  not  accrued  at  June  30,  1980.  The 
Forestry  Division  has  a  cooperative  agreement  with  the  USFS  to 
provide  fire  protection  on  private  lands.  Private  landowners  pay  a 
fee  for  this  protection  based  on  the  amount  of  land  protected. 
When  the  Forestry  Division  receives  the  payment  they  allocate  a 
portion  to  the  USFS.  The  amount  allocable  to  the  USFS  was  $34,300 
in  fiscal  year  1978-79.  The  $34,300  was  not  accrued  in  1978-79, 
which  nets  with  the  $105,700  resulting  in  an  understatement  of 
fiscal  year  1979-80  Federal  and  Private  Revenue  Fund  expenditures 
and  accruals  of  $71,400. 
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Centralized  Services 

The  Centralized  Services  Division  did  not  accrue  $13,763  for  a 
Youth  Conservation  Corps  contract  that  went  from  June  16,  1980  to 
August  1,  1980.  They  paid  the  full  contract  in  fiscal  year  1980-81. 
Since  a  portion  of  the  expenditures  were  made  in  fiscal  year  1980, 
Federal  and  Private  Revenue  Fund  expenditures  and  accruals  were 
understated   by  $13,763  at  June  30,    1980. 

The  department  has  adjusted  their  financial  statements  for  the 
above  misstatements   as   disclosed   in   footnote   10,    page  25. 

RECOMMENDATION   #3 

WE  RECOMMEND  THAT  THE  DEPARTMENT  ACCRUE  VALID 
OBLIGATIONS  IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED 
ACCOUNTING   PRINCIPLES   AND   STATE   ACCOUNTING   POLICY. 

INDIRECT   COSTS 

Indirect  cost  rates  are  negotiated  with  the  federal  government 
to  ensure  the  overhead  costs  of  a  federally  funded  program  are 
not  paid  with  state  funds.  At  DNRC,  most  federal  programs  are 
on  a  cost  reimbursement  basis  where  expenditures  are  made  for  a 
project  and  then  the  federal  government  provides  reimbursement 
up  to  a  specified  amount.  When  the  reimbursement  is  received, 
the  portion  attributable  to  indirect  costs  should  be  transferred  to 
the  fund  where  the  overhead  services  were  funded  from.  If  this 
transfer  is  not  made  the  project,  in  effect,  never  pays  for  the 
overhead  costs,    and  overhead   costs  are  paid   by   state  funds. 


A  program  review  of  indirect  costs  at  DNRC  disclosed  that 
about  $154,000  either  was  not  transferred  from  the  projects  to  the 
state  fund  that  paid  for  the  overhead  services  or  was  not  collected 
from  the  federal  government  as  required  by  Management  Memo 
4-80-7. 

A  portion  of  the  negotiated  rate  is  for  the  Statewide  Cost 
Allocation  Program  (SWCAP).  Those  portions  of  the  federal  in- 
direct cost  reimbursements  received  applicable  to  SWCAP  are  to  be 
deposited  in  the  General  Fund.  DNRC  failed  to  deposit  SWCAP 
reimbursements   in  the  General    Fund. 

RECOMMENDATION   #4 

WE  RECOMMEND  THAT  THE  DEPARTMENT  COMPLY  WITH 
STATE  POLICY  BY  REIMBURSING  THE  PROPER  FUNDS  FOR 
THE    INDIRECT   COSTS. 

EXPENDITURE  ABATEMENTS 

During  fiscal  year  1980,  the  department  improperly  recorded 
$34,590  of  reimbursements  as  expenditure  abatements.  These 
reimbursements  were  for  the  cost  of  services  provided  to  local 
governmental  agencies  to  adjudicate  water  rights.  Section  85-2-316, 
MCA,  states  that  the  department  is  to  be  reimbursed  by  the  local 
entities  for  its  adjudication  costs. 

The  department  lacked  the  appropriation  authority  for  the 
expenditures  for  these  projects.  Instead  of  requesting  a  supple- 
mental   appropriation    they    recorded    the    reimbursements    from    the 


local      entities      as      expenditure      abatements.        Abatements      reduce 
expenditures  and    restore  the  applicable  spending   authority. 

These  reimbursements  do  not  fit  the  definition  of  an  expendi- 
ture abatement.  Established  state  policies  define  expenditure 
abatements  as  "collections  on  amounts  erroneously  expended."  The 
department  should  recognize  these  expenditures  in  the  financial 
statements  and  the  related  reimbursements  should  be  recognized  as 
revenue. 

RECOMMENDATION   #5 

WE    RECOMMEND   THAT    THE    DEPARTMENT    PROPERLY    RECORD 

ALL    EXPENDITURES   AND    REVENUES. 

PERSONAL   SERVICE   CONTRACTS 

To  meet  the  staffing  requirements  of  a  variety  of  projects  the 
department  enters  into  personal  service  contracts.  Nine  of  the  ten 
contract  employees  we  reviewed  did  not  fulfill  the  requirements 
necessary  for  personal  service  contracts  established  in  Management 
Memos   1-79-10  and   4-80-4.      The  memos   state: 


'A.  Independent  Contractor  -  An  independent  contrac- 
tor is  one  who  renders  services  in  the  course  of  an 
occupation  and: 

1)  has  been  and  will  continue  to  be  free  from 
control  or  direction  over  the  performance  of 
the  services,  both  under  this  contract  and  in 
fact;    and 

2)  is  engaged  in  an  independently  established 
trade,     occupation,      profession,     or    business." 


By  staffing  these  projects  with  the  contracted  employees, 
full-time  equivalent  (FTE)  employee  levels  are  understated  and 
personal   service  costs   were   recorded   as  operating  expenses. 

The  department  realized  there  was  a  problem  with  these 
contracts  and  has  since  received  FTEs  to  replace  the  contracts. 
They  have  reduced  the  number  of  contracts  from  24  at  October  31, 
1979  to  12  at  October  31,    1980. 

RECOMMENDATION   #6 

WE      RECOMMEND     THE      DEPARTMENT     COMPLY     WITH     STATE 

POLICY    FOR    PERSONAL   SERVICE   CONTRACTS. 

RENEWABLE    RESOURCE    DEVELOPMENT    PROGRAM 

Renewable  Resource  Development  (RRD)  money  is  accounted 
for  by  state  law  in  the  Bond  Proceeds  and  Insurance  Clearance 
Fund  (MCA  90-2-102(3)).  This  fund  is  to  account  for  moneys 
deposited  in  the  state  treasury  obtained  from  the  sale  of  bonds. 
Originally,  the  RRD  program  was  to  be  funded  by  the  sale  of 
bonds,  but  the  1977  Legislature  appropriated  2h  percent  of  the 
coal  severance  tax  to  finance  the  program  and  no  bonds  were 
issued.  Since  no  bonds  are  involved,  the  money  should  be  account- 
ed for  in  a  special  revenue  fund.  The  Department  of  Natural 
Resources  and  Conservation  should  work  with  the  Department  of 
Administration  to  ensure  this  money  is  accounted  for  in  the  proper 
fund. 


RECOMMENDATION   #7 

WE    RECOMMEND   THE    DEPARTMENT   OF   NATURAL    RESOURCES 
AND   CONSERVATION    ENSURE   THE    RRD   MONEY    IS   ACCOUNTED 
FOR    IN    THE    PROPER    FUND. 

INTERNAL   CONTROL 

1.  Cash  and  receipt  accountability  was  inadequate  at  the  Oil  and 
Gas   Division's   Billings  office.      We  noted   the  following   problems. 

--Deposits    were    not    timely.       Deposits    were    made   monthly    con- 
trary to  state  law. 

--Deposits    were    not    made  intact.      A   small   fund   was   retained   by 
the  office  to  make  change. 

--The    change    fund    was    not    authorized    by    the    Department    of 
Administration. 

--Prenumbered    receipts  could   not  all   be  accounted  for. 

2.  Cash  cutoff  procedures  were  not  properly  followed  at  the 
Forestry  Division's  Missoula  office  and  at  five  Water  Division 
field  offices  around  the  state  resulting  in  $27,400  of  cash-on- 
hand    at   June  30,    1980    being    recorded    in    fiscal    year  1980-81. 

3.  The  Forestry  Division  paid  $3,804  for  services  not  received 
on  two  fires  due  to   inadequate   review  and   approval   procedures. 

RECOMMENDATION   #8 

WE    RECOMMEND    THE    DEPARTMENT    IMPLEMENT    PROCEDURES 

TO   CORRECT   THE   ABOVE    INTERNAL   CONTROL   WEAKNESSES. 
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COMPLIANCE   WITH    FEDERAL    LAW   AND    REGULATIONS 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
requirements  in  the  U.S.  Office  of  Management  and  Budget,  Circu- 
lar A-102,  Attachment  P.  This  circular  provides  for  audits  of 
financial  operations,  including  compliance  with  certain  provisions  of 
federal    laws   and   regulations. 

Our  tests  of  compliance  were  performed  on  a  sample  of  federal 
grants  received  by  DNRC.  For  the  grants  tested,  we  found  the 
department  in  substantial  compliance  with  the  terms  of  the  agree- 
ments and  those  provisions  of  federal  law  and  regulations  that 
could   have  a  material   effect  on  the  financial   statements  and   reports. 

Instances   of   non-compliance   for   tested    items   are   discussed   in 
separate  audit  reports  issued  for  the  Tongue   River  Dam  and   Barker 
Creek     Fire.        Nothing     came    to    our    attention     indicating     possible 
non-compliance   in   items  not  tested. 
PRIOR   AUDIT    RECOMMENDATIONS 

Our  previous  audit  report  on  the  Department  of  Natural 
Resources  and  Conservation  contained  18  recommendations  to  the 
department.  The  following  table  shows  the  status  of  implementa- 
tion of  the  prior  audit   recommendations. 


Area 


PRIOR  AUDIT  RECOMMENDATIONS 

Partially         Not 
Implemented    Implemented    Implemented"   Total 


6 
2 
3 

4 
_3 
18 


Water  Projects 

2 

1 

Revenue 

2 

Expenditures 

2 

1 

Plant,  Property, 

&  Equipment 

2 

2 

Other 

3 

11 

4 

"The  department  did  not  concur  with  these  recommendations. 
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Two  of  the  recommendations  not  implemented  are  covered  on 
pages  3  and  4  of  this  report.  The  third  was  no  longer  applicable 
to  the  department. 
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JAMES  H.GILLETT.C. PA. 

ACTING  LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JOHN  W.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheet  of  the  various 
funds  of  the  Montana  Department  of  Natural  Resources  and  Conser- 
vation as  of  June  30,  1980  and  the  related  Combined  Statement  of 
Revenues,  Expenditures,  and  Changes  in  Fund  Balances  -  Budget 
and  Actual  and  the  Combined  Statement  of  Revenues,  Expenditures, 
and  Changes  in  Fund  Balance  -  Debt  Service  Fund  for  the  fiscal 
year  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards,  "Standards  for  Audit  of 
Governmental  Organizations,  Programs,  Activities,  and  Functions," 
and  "Guidelines  for  Financial  and  Compliance  Audits  in  Federally 
Assisted  Programs,"  and,  accordingly,  included  such  tests  of  the 
accounting  procedures  as  we  considered  necessary  in  the  circum- 
stances. 

The  department's  records  relating  to  fixed  assets  were  incom- 
plete. Accordingly,  a  Statement  of  General  Fixed  Assets  required 
by  generally  accepted  accounting  principles  is  not  included  in  the 
financial   statements. 

In  our  opinion,  the  financial  statements  referred  to  above 
present  fairly  the  financial  position  of  such  funds  of  the  Montana 
Department     of     Natural     Resources     and     Conservation     at    June  30, 
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1980,  and  the  results  of  its  operations  and  the  changes  in  fund 
balance  of  such  funds  for  the  fiscal  year  then  ended,  in  confor- 
mity with  generally  accepted  accounting  principles  on  a  basis 
consistent  with   that  of  the  preceding   year. 

The  accompanying  Schedule  of  Federal  Grant  Receipts  in  the 
Federal  and  Private  Revenue  Fund  is  presented  for  disclosure 
purposes  as  required  by  "Guidelines  for  Financial  and  Compliance 
Audits  of  Federally  Assisted  Programs"  and  is  not  a  required  part 
of  the  combined  financial  statements  for  the  Montana  Department  of 
Natural  Resources  and  Conservation.  This  schedule  has  been 
subjected  to  the  auditing  procedures  applied  in  the  examination  of 
the  basic  financial  statements;  and  in  our  opinion,  this  information 
is  fairly  stated  in  all  material  respects  in  relation  to  the  basic 
financial   statement  taken   as  a   whole. 


Respectfully  submitted, 


J'ames   Gillett,    CPA 
Acting    Legislative  Auditor 


January  31,    1981 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  BALANCE  SHEET  -  ALL  FUND  TYPES 

JUNE  30,  1980 


GOVERNMENTAL  FUND  TYPES 


ASSETS: 

Cash 

Federal  Cost  Reimbursement  -  Receivable 
Accounts  Receivable 
Notes  Receivable 
Inter-Entity  Loans  Receivable 
Investments  in  STIP  -  Principal 
Due  From  Consolidated  Entity 
Long-Term  Receivable  on  Water 
Purchase  Contracts  (Note  8) 
Total  Assets 

LIABILITIES,  RESERVES  AND  FUND  BALANCE 
Liabilities : 


Special  Revenue  Funds 


Debt 

Service 

Fund 


Bond  Proceeds 
Federal  &   and  Insurance 
Earmarked        Private      Clearance 
General  Fund   Revenue  Fund   Revenue  Fund       Fund 


FIDUCIARY  FUND  TYPES 


Trust  and  Agency  Funds 


Federal  and 
Sinking    Private  Grant 
Fund     Clearance  Fund    Agency  Fund 


$    7,020 

$3 

,643,198 

$   704,110 
1,218,241 

$   899,896 

$189 

$   829,637 

$   871,883 

1,828 

37 

52,819 

265,459 

434,763 

331 

301,419 

483,568 

300,000 

782,459 

3,840,712 

$4,632,019 

^ 

,396,276 

$1,922,682 

$1,201,315 

$189 

$1,313,205 

$1,171,883 

Accounts  Payable 

Inter-Entity  Loans  Payable 

Accrued  Expenditures  (Notes  9  and  10) 

Uncleared  Collections  (Note  5) 

Due  to  Federal  Government  (Note  6A) 

Deposits  Payable 

Total  Liabilities 

Reserve  and  Fund  Balance: 

Reserve  for  Long-Term  Receivables 
on  Water  Purchase  Contract  (Note  8) 

Fund  Balance 

Total  Reserve  and  Fund  Balance 

Total  Liabilities,  Reserves,  and 
Fund  Balance 


21,200 
770,107 


3,840,712 

-0- 
3,840,712 


7,164 
300,000 
715,114 


3,373,998 
3,373,998 


866,878 
606,887 


791,307      1,022,278      1,473,765 


448,917 
448,917 


-0- 


1,201,315 
1,201,315 


$4,632,019     $4,396,276     $1,922,682    $1,201,315 


189 
189 


$189 


6,393 


765,497 
482,849 

1,254,739 


58,466 
58,466 


$1,313,205 


1,171,883 
1,171,883 


-0- 


$1,171,883 


The  footnotes  are  an  integral  part  of  the  financial  statements, 


15 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1980 

GOVERNMENTAL  FUND  TYPES 

General  Fund 

Special 

Revenue  Fur 

ids 

Earmarked  Revenue 

'  Fund 

Federal  a 
Budget 

ind  Private  Re 
Actual 

■venue  Fund 
Variance 
Favorable 

(Unfavorable) 

Bond  Proceeds  and 
Insurance  Clearance  Fund 

Budget 

Variance 
Favorable 
Actual     (Unfavorable) 

Budget 

Actual 

Variance 

Favorable 

(Unfavorable) 

Budget 

Actual 

Variance 

Favorable 

(Unfavorable) 

$    2,400 
35,000 

318,000 
5,500 

$    2,893 
22,381 

597,604 
2,563 

$    493 
(12,619) 

279,604 
(2,937) 

$   48,000   ; 
763,500 
450,000 
1,500 

1,800 

$   69,862 

865,119 

692,996 

2,271 

5,000 

19,459 

$   21,862 

101,619 

242,996 

771 

5,000 

17,659 

$   600,000 
110,600 

$       24 

596,995 
190,601 

$       24 

(3,005) 
80,001 

$    2,212 

$    2,212 

86,814 

86,814 

80,000 
326,000 

81,944 
255,779 

1,944 
(70,221) 

45,000 

127,950 

82,950 

20,559 

20,559 

2,411,282 
15,000 

1,161,208 

4,002 
3,157,640 

(1,250,074) 
(15,000) 

4,002 
(939,442) 

46,000 
5,202,653 

54,771 
3,713,603 

8,771 
(1,489,050) 

800,420 

800,420 

360,900 

732,814 

371,914 

4,097,082 

6,004,253 

4,683,944 

(1,320,309) 

802,632 

802,632 

1)   948,497 

182,214 
1,715,657 
3,613,275 

477,500 

923,685 

177,800 
1,679,172 
3,375,379 

401,009 
6,557,045 

24,812 

4,414 
36,485 

237,896 
76,491 

380,098 

50,406 

456,824 

382,251 

1,503,627 

736,095 

2,335,168 

5,464,37] 

48,336 

444,954 

59,606 

710,409 

340,521 

1,263,296 

2,867,122 

2,070 

11,870 

322,645 

793,218 

395,574 

1,071,872 

2,597,249 

298,610 

215,000 
1,887,023 
2,418,796 
1,529,747 
6,349,176 

270,227 

82,633 

1,734,808 

2,122,620 

623,214 

4,833,502 

28,383 

132,367 
152,215 
296,176 
906,533 
1,515,674 

3,596,273 

1,134,318 

2,461,955 

6,937,143 

3,596,273 

1,134,318 

2,461,955 

(6,576,243) 

(5,824,231) 

752,012 

(1,367,289) 

290,518 

1,657,807 

(344,923) 

(149,558) 

195,365 

(3,596,273) 

(331,686) 

3,264,587 

(7,576) 

(42,166) 

(34,590) 

(858,152) 

(858,152) 

(72,619) 

(72,619) 

40,000 

40,000 

6,583,819 

5,866,397 

(717,422) 

1,514,667 

1,514,667 

(47,815) 

(47,815) 

REVENUES: 
Licenses  &  Permits 
Service  Fees 
Taxes 

Reimbursements  (Note  10) 
Rentals,  Leases,  &  Royalties 
Investment  Earnings 
Sale  of  Documents , 

Merchandise  &  Property 
Miscellaneous 
Income  Collections  & 

Transfers 
Federal  Assistance 
Grants,  Gifts,  Requests, 

&  Donations 

Total  Revenue 

EXPENDITURES: 
Centralized  Services  (Note  K 
Oil  &  Gas 

Conservation  Districts 
Water  Resources  (Note  10) 
Forest  Resources  (Note  10) 
Energy  (Note  9) 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES 
OVER  CURRENT  EXPENDITURE 

Prior  Year  Adjustments 
(Notes  9  and  11) 

Transfer  from  (to)  the 
Consolidated  Entity 

EXCESS  OF  REVENUES  OVER/ 
UNDER  EXPENDITURES  AND 
OTHER  SOURCES 

FUND  BALANCE  7/1/79 

FUND  BALANCE  6/30/80 


The  footnotes  are  an  integral  part  of  the  financial  statements. 
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-0- 


-0- 


-0- 


-0- 

-0- 

-0- 

$ 

-0- 

$ 

-0- 

1_ 

-0- 

(710,774)     947,033    1,657,807     (417,542)    (222,177)     195,365 
2,426,965    2,426,965        -0-        671,094      671,094        -0- 
$1,716,191   $3,373,998   $1,657,807   $  253,552   $  448,917   $   195,365 


(3,604,088)    (339,501)    3,264,587 

1,540,816    1,540,816        -0- 

$(2,063,2J^)   $1,201,315    $3,264,587 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE 

DEBT  SERVICE  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1980 


GOVERNMENTAL  FUND  TYPE 
Debt  Service  Fund 


Sinking  Fund 


REVENUES: 

Grants,  Gifts,  Requests, 
and  Donations  $2,610 

EXPENDITURES: 

Water  Resources  2 ,641 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES  (31) 

FUND  BALANCE  JULY  1,  1979  220 

FUND  BALANCE  JUNE  30,  1980  $   189 
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DEPARTMENT   OF    NATURAL    RESOURCES   AND   CONSERVATION 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

JUNE   30,    1980 

1.       SUMMARY    OF    SIGNIFICANT    ACCOUNTING    POLICIES 

The  Department  of  Natural  Resources  and  Conservation  was 
created  by  the  legislature  with  the  Executive  Reorganization  Act  of 
1971.  The  department  operates  under  a  gubernatorial-appointed 
director  and  consists  of  the  following  programs:  centralized  ser- 
vices, oil  and  gas  regulation,  conservation  districts,  water  resour- 
ces and  planning,  forestry,  energy  planning,  and  facility  siting. 
The  following  is  a  summary  of  the  significant  accounting 
policies. 
A.    Basis  of  Presentation 

The  accounts  of  the  Department  of  Natural  Resources  and 
Conservation  are  organized  on  the  basis  of  funds,  each  of  which  is 
considered  a  separate  accounting  entity.  The  operations  of  each 
fund  are  accounted  for  with  a  separate  set  of  self-balancing  ac- 
counts that  comprise  its  assets,  liabilities,  equities,  revenues,  and 
expenditures. 

The  following  fund  types  are  used   by  the  department: 
Governmental    Funds 

General  Fund--The  General  Fund  is  used  to  account  for  all 
financial  resources  except  those  required  to  be  accounted  for 
in  another  fund.  The  general  fund  presented  is  a  nonconsoli- 
dated  portion  of  the  General  Fund  of  the  state  of  Montana. 
Its    moneys    are    deposited    with    the    State    Treasurer    and    are 
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used  for  general  operations  of  the  department.  Legislative 
appropriation  is  required  to  spend  from  this  fund. 
Special  Revenue  Fund--Special  Revenue  Funds  are  used  to 
account  for  the  proceeds  of  specific  revenue  sources  that  are 
legally  restricted  to  expenditure  for  specified  purposes.  The 
department  uses  three  special    revenue  fund   subtypes: 

Federal  and  Private  Revenue  Funds  This  fund  consists 
of  expendable  moneys  deposited  in  the  state  treasury 
from  federal  and  private  sources,  which  are  to  be  used 
for  the  operations  of  the  department.  Legislative  appro- 
priation is  required  to  spend  from  this  fund. 
Earmarked    Revenue   Funds  The       Earmarked        Revenue 

Fund    consists    of   moneys    from    state    sources  deposited   in 
the    state    treasury,    which    are    specifically    earmarked    by 
law  for  the  purpose  of  defraying   the  costs  of  a   particular 
program   of   the  department.      Major  sources  of  revenue  to 
this  fund   are  the  coal    severance  tax,    oil   and  gas  conser- 
vation    tax,     and     utility     siting    and     water     rights    filing 
fees.      They   fund    such   programs  as  environmental    impact 
studies,     alternative    energy     programs,     the    water-rights 
adjudication   program,    and  others.      A   legislative  appropria- 
tion   is   required  to  spend   from  this  fund. 
Bond    Proceeds  and    Insurance  Clearance   Fund      This    fund 
consists  of  moneys  deposited   in   the  state  treasury  obtained 
from    the    sale    of    bonds,    certificates    of    indebtedness   or 
similar   obligations    and    moneys    indemnifying  the  state  for 
loss  or  damage  of  property.      A   portion  of  the  coal 
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severance    tax    proceeds    are    transferred    to  this  fund  and 
are    used    primarily  for  the   Renewable   Resources   Develop- 
ment   programs.       A    legislative    appropriation    is    normally 
not     required     to     spend     from    this     fund;     however,     the 
legislature    did    appropriate    $3,596,273    in    fiscal   year  1980 
to     be     used     specifically     for     the     Renewable     Resources 
Development  programs. 
Debt  Service   Fund--Debt   Services    Funds    are    used    to    account 
for   the   annual    payment    of  principal   and   interest  on    long-term 
obligation     debt.       SBAS     uses    the    term    Sinking    Fund    rather 
than    Debt    Service    Fund.      The  fund   provides  debt  service  for 
the    Charlo    Water    Project.       A    legislative    appropriation    is    not 
required   to  spend   from  this  fund. 
Fiduciary   Funds 

Trust  and   Agency    Funds--Trust       and       Agency       Funds       are 
Expendable    Trust    Funds    used    to    account    for    assets    held    in 
trust     or     as     an     agent    by    the    department    for    others.       As 
Expendable    Trust    Funds    these    are    accounted    for    in    the  same 
manner  as  governmental   funds.      Money   received   is   not   reported 
as   revenue  and   money   paid  out  is   not   reported   as  expenditures 
as     it     is     not    the     property    of    the    department.       The    major 
source  of  additions  to  the  fund   are  hazard    reduction   agreements 
for    clearing    slash    and    brush.      A    legislative   appropriation    is 
not  required  to  spend   from  this  fund. 
B.    Basis  of  Accounting 

The  modified  accrual  basis  of  accounting  is  followed  by  the 
governmental  and  fiduciary  fund  types.  Under  the  modified  accrual 
basis   of   accounting,    revenues    are    recorded    when    received   in   cash 
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unless  susceptible  to  accrual;  i.e.,  measurable  and  available  to 
finance  the  department's  operations  or  of  a  material  amount  and  not 
received  at  the  normal  time  of  receipt.  Expenditures,  other  than 
interest  on  long-term  debt,  are  recorded  when  the  liability  is 
incurred . 

C.  Encumbrances 

Encumbrance  accounting,  under  which  purchase  orders, 
contracts,  and  other  commitments  for  the  expenditure  of  funds  are 
recorded  in  order  to  reserve  that  portion  of  the  applicable  appro- 
priation, is  employed  in  the  governmental  funds.  At  year  end,  in 
accordance  with  state  policy,  major  qualifying  encumbrances  are 
reclassified  as   payables  and   are  charged   to  expenditures. 

D.  Investments 

Investments  are  stated  at  cost,  which  approximates  market 
value  unless  otherwise  indicated. 

E.  Advances  to  Other   Funds 

Advances  to  other  funds  (inter-entity  loans)  are  not  broken 
down  into  current  and  noncurrent  portions.  The  department  has  a 
$300,000  loan  in  the  Earmarked  Revenue  Fund  from  the  Department 
of  Administration  for  administration  of  the  water  right  filing  process. 
This  loan  will  be  repaid  when  revenue  is  received  from  the  water 
right  filing   fees. 

F.  Vacation  and   Sick   Leave 

The  department's  employees  accrue  vacation  and  sick  leave  in 
accordance  with  state  law.  Each  employee  earns  3.69  hours  of  sick 
leave  every  two  weeks  and  4.62  hours  of  vacation  leave  every  two 
weeks.       Vacation     leave    accrual     rates     increase    after    10    years    of 
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service.  An  employee  is  not  eligible  for  leave  until  after  six 
months  of  service  for  vacation  and  three  months  for  sick  leave. 
In  the  event  of  termination,  an  employee  is  paid  for  accumulated 
vacation  leave  up  to  the  equivalent  of  two  years'  vacation  earnings 
and  25  percent  of  accumulated  sick  leave.  Accumulated  vacation 
and  sick  leave  monetary  liability  is  not  calculated  until  an  employee 
terminates. 

2.  PENSION    PLAN 

The  department's  employees  are  covered  by  the  Montana 
Public  Employees  Retirement  System.  The  plan  is  administered  by 
the  state  of  Montana.  Ail  eligible  employees  contribute  6  percent 
of  their  salary  to  the  plan,  while  the  department  contributes 
5.9  percent  of  the  employees'  salaries  to  the  plan,  plus  .3  percent 
of  the  salaries  for  administrative  expenses  of  the  plan.  The 
department's  contribution  to  this  plan  for  the  year  ended  June  30, 
1980  was  $339,101.  At  June  30,  1980  the  Public  Employees'  Retire- 
ment System  was  actuarially  sound  according  to  a  report  by  the 
system's  actuary.  The  unfunded  past  service  costs  and  the  actuari- 
ally computed  value  of  the  vested  benefits  are  not  readily  available 
for  members  of  the  plan   employed   by  the  department. 

3.  INSURANCE 

The  department  is   insured   by  the  state  of  Montana's   self-insur- 
ance plan  administered   by  the   Department  of  Administration. 

4.  BUDGET    INFORMATION 

The  department  utilizes  a  fixed  annual  basis  of  budgeting. 
Under  the  fixed  annual  method,  appropriations  of  specific  dollar 
amount  are  set  for  each   fiscal    year  of  a   biennium   by  the   legislature. 
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Appropriations  control  the  department's  financial  operations  during 
each  fiscal  year.  At  the  end  of  each  year,  the  department's 
General  Fund,  Earmarked  Revenue  Fund,  and  Federal  and  Private 
Revenue  Fund  appropriation  authority  revert  to  the  fund  of  original 
appropriation.  The  reverted  appropriation  authority  may  be  used 
in  the  subsequent  year  as  authorization  for  valid  prior  year  obliga- 
tions. 

Budget     amendments      represent     the     authorization     to     spend 
funds  not  available  for  consideration   by  the  legislature  but  available 
from     sources    other    than     the    General     Fund    or     Federal     Revenue 
Sharing    moneys.       They    are    subject    to    approval    of   the    Governor. 

5.  UNCLEARED   COLLECTIONS 

This  account  is  used  to  identify  collections  which  are  pending 
distribution.  The  $765,497  includes  a  settlement  from  the  Montana 
Power  Company  for  costs  incurred  on  the  Pattee  Canyon  Fire,  a 
balance  for  the  Young  Adult  Conservation  Corps  grant,  and  deposits 
received  by  the  forestry  division  for  timber  sales  performance 
bonds.  These  uncleared  collections  were  distributed  to  the  applicable 
revenue     classifications    and     funds     subsequent    to    June  30,     1980. 

6.  LONG-TERM    DEBT 
A.    Notes   Payable 

The  department  collects  money  from  four  water  users  associa- 
tions which  is  used  to  retire  debt  owed  to  the  federal  government. 
The  water  users  associations  are  primarily  liable  to  repay  the 
debt,  with  the  department  liable  in  the  event  of  default.  The 
department  records  the  debt  on  SBAS  in  the  Federal  and  Private 
Grant  Clearance  Fund--a  fiduciary  type  fund.  The  following  table 
provides  the  details  on   the  debt. 
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Balance 
Original        Payment   Interest   Annual    Current    Current     June  30, 
Project     Amount   Term   Date       %  Payment   Principal    Interest      1980 

Little  Dry 

Irrigation   $  50,000   40     2012      5      $  2,938   $   443.86   $  2,494.14   $  46,121.83 

Southside 

Canal         35,000    15     1992      5        3,373    1,782.03     1,590.97    29,864.05 

Petrolia 

Storage       49,600   40     2016      5        2,915     380.37    2,534.63    48,183.50 

Sidney 

Pumping      400,000   40     2012    3.463     19,088   6,884.50    12,203.50   358,679.84 

Totals      $534,600  $28,314   $9,490.76   $18,823.24   $482,849.22 

7.  CONSOLIDATED   ACCOUNTING    ENTITIES 

Accounting  entities  established  in  the  state's  accounting 
system  allow  input  by  more  than  one  agency.  At  the  end  of  the 
year,  certain  agencies  close  their  financial  activity  to  the  adminis- 
tering agency's  portion  of  the  entity.  The  accompanying  financial 
statements  include  only  the  Department  of  Natural  Resources  and 
Conservation's  financial  activity  for  accounting  entities  of  this 
type. 

8.  LONG-TERM    RECEIVABLES 

The  General  Fund  on  the  Combined  Balance  Sheet  of  June  30, 
1980  shows  a  long-term  receivable  in  the  amount  of  $3.8  million. 
This  represents  the  amount  that  will  be  collected  from  water-user 
associations  from  the  proceeds  of  water-purchase  contracts  over 
several  years  and  from  local  governmental  entities  as  fees  for  the 
Yellowstone  Water  Reservation  hearing  process.  The  General  Fund 
originally  advanced  money  to  fund  the  projects  and  the  receivable 
represents   repayment  to  the  General    Fund.      The   receivable   is  fully 
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offset  by  a   reserve  to  fund   balance,    as  this  money   is   not  currently 
expendable.      This  transaction   is   not   recorded  on   SBAS. 
9.      PRIOR    PERIOD   ADJUSTMENTS 

The  Combined  Statement  of  Revenue,  Expenditures,  and 
Changes  in  Fund  Balance  for  the  fiscal  year  ended  June  30,  1980 
reflects  prior  period  adjustments  in  the  Earmarked  Revenue  Fund 
of  $166,493.  This  figure  represents  a  previous  year's  expenditure 
understatement  on  energy  grants,  which  resulted  in  the  overstate- 
ment of  fiscal  year  1979-80  expenditures  of  $218,393  in  the  Energy 
Division  program.  The  difference  represents  an  overstatement  of 
the  balance  sheet  accrued  expenditures  in  fiscal  year  1979-80  of 
$51,900.      This  adjustment   is   not   recorded  on   SBAS. 

10.  EXPENDITURE   AND   ACCRUED    EXPENDITURE   ADJUSTMENTS 
The      Combined      Statement     of     Revenue,      Expenditures,     and 

Changes  in  Fund  Balances  for  the  fiscal  year  ended  June  30,  1980 
and  the  Combined  Balance  Sheet  as  of  June  30,  1980  reflect  adjust- 
ments to  expenditures  and  accrued  expenditures  in  the  Federal  and 
Private  Revenue  Fund  of  $160,002,  which  were  not  accrued  and 
thus  were  paid  from  fiscal  year  1980-81  funds.  The  adjustment 
consists  of  $105,728  in  the  Forest  Resources  program,  $74,868  in 
the  Water  Resources  program,  and  $13,763  in  the  Centralized 
Services  program.  The  $105,728  in  the  Forest  Resources  program 
is  offest  by  $34,357  of  nonaccrued  fiscal  year  1978-79  expenditures, 
for  a   net  adjustment  of  $71,371    in   that  program. 

11.  REIMBURSEMENT    REVENUE 

The  Combined  Statement  of  Revenue,  Expenditures,  and 
Changes    in    Fund    Balances    for    the    fiscal   year  ended   June  30,    1980 
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reflects  an  adjustment  in  the  General  Fund  to  increase  prior  year 
expenditures  and  revenue  from  reimbursements  by  $34,590.  This 
adjustment  is  necessary  to  properly  record  revenue  received  from 
applicants  under  the  Yellowstone  Water  Reservation  hearings  process 
as  current  revenue  for  fiscal  year  1980-81.  These  fees  had  been 
recorded  as  expenditure  abatements  on  SBAS,  in  accordance  with 
the  statutes  governing  the  hearing  process.  The  adjustment  will 
reflect  the  proper  treatment  of  the  fees  in  accordance  with  general- 
ly accepted   accounting   principles. 
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MONTANA  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

Fiscal  Year  Ending  June  30,  1980 


United  States  Department  of 


Grant 
Number 


Receipts  In 

Fiscal  Year 

Ending 

June  30,  1980 


Agriculture 

Agriculture  Conservation  Program 
Forestry  Incentive  Program 
Forest  Coop  Research  (Inventory) 
Forest  Coop  Research  (Planning) 
Assistance  to  State  for  Trees  (Title  IV) 
Coop  for  Fire  Control 

Coop  Information  for  Management  &  Procedures 
CFM  -  Regular 
CFM  -  Utilization 
Urban  Forestry 
Coop  tor  Insect  and  Disease  ManagemeiiL 
Production  and  Distribution  of  Trees  (Nursery) 
General  Forest  Assistance 
YouLh  Conservation  Corp 
Rural  Fire  Program 
YACC  Grants 

Resource  Conservation  and  Development 
Soil  and  Water  Resource  Conservation 
Water  Protection  and  Flood  Prevention 
Housing  and  Urban  Development 
Disaster  Assistance 
Barker  Creek  Fire 
Tongue  River 
Labor 

CETA  (Missoula) 
CETA  (State) 
Energy 

Energy  Policy  and  Conservation  Act  Phase  I 

Phase  II 
Geothermal 
Public  Law  94-163 
Energy  Extension  Service  Grant 
WINB/WIEB  Grant 

DOE  81004  -  University  -  Laboratory  Coop 
Interior 

Water  Resources  Study 
Water  Resources  Council 

Water  Resources  Planning 
Miscellaneous  -  Public  Law  93-393 
Environmental  Protection  Agency 
Water  Pollution  Control 
EPA  Control  Program  Grant 
Old  West  Regional  Commission 
Department  of  the  Army  -  Dam  Inspection 
-  Dam  Inspection 
Grand  Total 

^  This  grant  is  accounted  for  in  the  Federal  and  Private  Grant  Clearance 
Fund  since  it  is  flow  through  money  to  local  govermnental  agencies.  The 
other  grants  are  accounted  for  in  the  Federal  and  Private  Revenue  Fund. 

We  questioned  costs  on  these  two  grants.   Separate  audit  reports  have 
been  issued  for  each  of  the  grants  which  have  been  submitted  to  the  appli- 
cable federal  agencies.   Following  is  a  Summary  Schedule  of  Questioned  Costs 

MONTANA  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
SCHEDULE  OF  QUESIONED  COSTS 
For  the  Fiscal  Year  Ended  June  30,  1980 


10063 

$   29,910 

10064 

4,500 

10651 

26,000 

10651 

77,000 

10655 

22,000 

10656 

448,100 

10657 

79,028 

10657 

3,312 

10657 

57,164 

10658 

35,182 

10659 

20,000 

10660 

4,000 

10661 

56,185 

10662 

31,045 

10663 

375,965 

10901 

22,494 

10902 

50,011 

10904 

592 

14701 

253,402' 

14751 

620,130' 

17232 

64,559 

17232 

46,184 

80001 

30,000 

80001 

27,500 

80001 

49,191 

94163 

518,013 

44,351 

62,190 

81004 

15,973 

7,500 


65001 

233,728 

296,064 

66505 

91,185 

66600 

7,000 

75002 

10,080 
141,305 
228,725 

ii 

,089,568 

Grant  Name 
Barker  Creek  Fire 
Tongue  River 


Grant  Number 
FEMA  2037  -  FSA 
FDAA  -  588  -  DR 


Questioned  Costs 
$   5,881 
9         99,765* 
$105,646 


"This  is  contingent  upon  federal  approval  of  a  supplementary  damage  survey 
report . 


AGENCY  REPLY 


DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 

CENTRALIZED  SERVICES  DIVISION 


TED  SCHWINDEN.  GOVERNOR 


32  SOUTH  EWING 


STATE  OF  MONTANA' 


(406)449-3647 


HELENA,  MONTANA  59620 


May  7,  1981 


Mr.  James  Gillett 

Acting  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 

Dear  Jim: 

In  accordance  with  your  instructions  by  letter  dated  May  5,  1981, 
I  hereby  submit  this  letter  and  comments  on  the  financial  audit  of  the 
Department  of  Natural  Resources  and  Conservation  for  the  fiscal  year 
ended  June  30,  1980. 

I  would  like  to  thank  you  and  your  staff  for  the  consideration 
our  comments  were  given  during  discussion  of  this  report  and  for  the 
courteous  and  professional  manner  in  which  the  audit  was  conducted. 


Sincere]^ 


Enclosure 


p  C"  '^  r"  n  /  »■' 


MONIAAIA  LEGiSu^TIVE  AUDITOR 
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AM  IQUAL  OPPORTUNITY  EMPLOYER' 


COMMENTS  ON  THE  LEGISLATIVE  AUDIT 
COMMITTEE'S  FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural  Resources 
and  Conservation  to  findings  and  recommendations  presented  in  the 
Financial  Audit  Report  for  the  fiscal  year  ended  June  30,  1980. 
RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  BILL  THE  WATER  USER  ASSOCIATIONS  FOR  THE 
ADMINISTRATIVE  COSTS  INCURRED  RELATING  TO  THE  WATER  PROJECTS. 
RESPONSE 

Section  85-1-211(2)  does  say  that  the  Department  shall  fix  and 
establish  prices  in  the  water  contracts  to  provide  funds  sufficient  to 
pay  all  costs  of  operation.  Most  of  the  contracts  were  written  without 
provisions  for  recovering  administrative  costs.  Section  85-1-211(3) 
".  .  .  does  not  authorize  any  change,  alteration,  or  revision  of  those 
rates,  prices,  or  charges  as  established  by  any  contract  entered  into 
under  this  chapter  except  as  provided  by  the  contract."  Therefore,  the 
Department  concurs  in  the  recommendation  if  it  is  legal  and  feasible 
to  recover  the  administrative  costs. 
RECOMMENDATION  ^2 

WE  RECOMMEND  THAT  THE  DEPARTMENT  RECORD  AND  MAINTAIN  ALL  ACCOUNTS 
RECEIVABLE  ON  SBAS. 
RESPONSE 

The  Department  concurs.  The  FY  1980  financial  statements  have 

been  corrected  and  SBAS  will  disclose  this  information  in  the  future. 

RECOMMENDATION  #3 

WE  RECOMMEND  THAT  THE  DEPARTMENT  ACCRUE  VALID  OBLIGATIONS  IN  ACCORDANCE 

WITH  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES  AND  STATE  ACCOUNTING 

POLICY. 
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RESPONSE 

The  Department  concurs.  The  FY  1980  financial  statements  have 
been  corrected. 
RECOMMENDATION  #4 

WE  RECOMMEND  THAT  THE  DEPARTMENT  COMPLY  WITH  STATE  POLICY  BY  REIMBURSING 
THE  PROPER  FUNDS  FOR  THE  INDIRECT  COSTS. 
RESPONSE 

The  Department  concurs.  The  Department  is  collecting  the  full 
amount  of  indirect  costs  allowable  under  the  current  grants  and  contracts, 
The  Department  is  in  the  process  of  determining  the  amount  of  indirect 
due  the  general  fund  and  will  deposit  the  amount  applicable  to  SWCAP. 
RECOMMENDATION  #5 

WE  RECOMMEND  THAT  THE  DEPARTMENT  PROPERLY  RECORD  ALL  EXPENDITURES  AND 
REVENUES. 
RESPONSE 

The  Department  concurs.  The  expenditures  and  related  revenues  are 
properly  reflected  in  the  financial  statements.  (See  Footnote  11.) 
RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  POLICY  FOR  PERSONAL 
SERVICE  CONTRACTS. 
RESPONSE 

The  Department  concurs.  Steps  have  been  taken  to  further  reduce 
the  number  of  personal  service  contracts  by  obtaining  additional  FTE's 
for  the  1982-83  biennium. 
RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION  ENSURE 
THE  RRD  MONEY  IS  ACCOUNTED  FOR  IN  THE  PROPER  FUND. 
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RESPONSE 

The  Department  will  work  with  the  Department  of  Administration 
to  ensure  that  the  RRD  money  is  accounted  for  in  the  proper  fund. 
RECOMMENDATION  #8 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  PROCEDURES  TO  CORRECT  THE  ABOVE 
INTERNAL  CONTROL  WEAKNESSES. 
RESPONSE 

The  Department  concurs  and  will  implement  procedures  to  correct 
the  weaknesses  noted.  The  Oil  and  Gas  Division,  which  is  attached  to 
the  Department  for  administrative  purposes  only,  has  assured  us  that 
it  has  corrected  the  problems  noted  in  the  Billings  office. 
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